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OVERSIGHT OF IMPLEMENTATION OF FED-
ERAL ACQUISITION STREAMLINING ACT OF
1994

TUESDAY, FEBRUARY 21, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The committee met, pursuant to notice, at 2 p.m., in room 2154,
Rayburn House Office Building, Hon. William F. Clinger, Jr. (chair-
man of the committee) presiding.

Present: Representatives Clinger, Morella, Shays, Zeliff, Horn,
Mica, Blute, Fox, Chrysler, Gutknecht, Souder, Flanagan, Slaugh-
ter, Thurman, Maloney, Taylor, and Mascara.

Staff present: Ellen Brown, procurement counsel; James Clarke,
staff director; Jonathan Yates, associate general counsel; Judith
McCoy, chief clerk; Russell George, staff director/counsel, Sub-
committee on Government Management, Information, and Tech-
nology; Mark Brasher, professional staff member, Subcommittee on
Government Management, Information, and Technology; Susan
Marshall, procurement specialist, Subcommittee on Government
Management, Information, and Technology; Andrew Richards,
clerk, Subcommittee on Government Management, Information,
and Technology; Cheryl Phelps and Miles Q. Romney, minority pro-
fessional staff members.

Mr. CLINGER. The Committee on Government Reform and Over-
sight will come to order.

The committee is meeting today to hear testimony from the ad-
ministration on its implementation plan for the Federal Acquisition
Streamlining Act of 1994.

Reforming the incredibly arcane and red tape constructed Fed-
eral procurement system is an extremely difficult and complex
task. Nevertheless, 1t is an issue of vital importance to American
business, both large and small, and to the American taxpayer.

There is no doubt that the almost $200 billion spent each year
by the Federal Government has been done in an inefficient and
Byzantine way. The current system costs too much, has involved
too much red tape, and has ill-served both the taxpayer and indus-
try. The Federal Acquisition Streamlining Act of 1994, FASA, was
a direct attack on a procurement system that had gone haywire. It
applied some common sense approaches to the bureaucracy to re-
duce the inefficiency of the system, get some real cost savings for
the taxpayer by encouraging competition, and reduce the burdens
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o}rll both government contracting officials and those who sell to
them.

The new law was developed over a long period of time and rep-
resented the coordinated bipartisan efforts of both the House and
the Senate with much participation and input from the administra-
tion and from industry sources. It reflected many of the rec-
ommendations of the rSyection 800 panel, a congressionally man-
dated panel of industry and government officials charged with de-
veloping recommendations to streamline and simplify the procure-
ment system. Consistent with the administration’s National Per-
formance Review, it included many reforms advocated for years to
enable the government to act more like a business in the way it
buys goods and services.

Yet, as I said on the House floor when we passed FASA, the true
impact of this new law would not be fully realized until the regula-
tions are written that implement this legislation. We left to the ex-
ecutive branch, as we often do, much of the hard work in seeing
through the goals and purposes of the new law.

We have been expecting that the regulation writers would not
only execute the letter of the law fully and promptly, but would
also carry out the spirit of what all of us, I think, intended when
we enacted FASA. This would include not just writing and revising
regulations pursuant to FASA, but looking at and attacking inter-
nal agency regulations and procedures which are contrary to the
letter and spirit of the new law.

We are here today to hear from those two individuals who have
been trusted, and rightfully so, with the important responsibility of
doing just that, the Honorable Steven Kelman, the Administrator
for Federal Procurement Policy at the Office of Management and
Budget, and Mrs. Colleen Preston, Deputy Under Secretary of De-
fense for Acquisition Reform.

We are looking forward to your testimony to outline for us your
plans for implementing this important new law, and I think it is
worth noting at this point that these are the two major players
here because we now have a coordinated procurement policy, which
we have not had in the past.

In addition to your testimony, we have asked industry and other
interested parties to submit for the record written testimony to
help us review and analyze your regulatory implementation. Since
some of the significant regulations have not been issued and not all
parties could get their written statements to us in time for this
hearing today, we intend to leave the record open for a sufficient
time after the hearing to permit those who are interested an oppor-
tunity to provide their comments to us on the regulatory actions
that are in progress. We are going to follow up with you through
specific written questions, if we may, and we may from time to
time ask you to come back and give us a status report on your

rogress.

P The success or failure of this streamlining effort really rests
with, in large part, on your shoulders. We are going to be embark-
ing on further legislative efforts to reform and streamline the pro-
curement system, building on, I think, a very successful effort we
had last year.
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Later this week I intend to introduce a bill which will be the
foundation for further procurement reforms. My bill will include
two issues which we were unable to resolve. At least as a start, we
will include two issues which we were unable to resolve to my sat-
isfaction and to the satisfaction of some others during the develop-
ment of FASA and then I am going to be calling on you and indus-
try to help this committee develop the remainder of this legislative
package as we move through the process.

But we must ensure that our attention is not diverted from im-
plementation of FASA. Further legislative changes which com-
plement FASA are necessary, but only through the vigorous imple-
ments of FASA will the Federal procurement system work better,
work smarter, and just plain work.

And now, if I may ask Mr. Kelman and Mrs. Preston to come for-
ward, and would you mind, we have a practice in the committee
of swearing all witnesses. Is that all right with you?

Mr. KELMAN. This is fine. Do we just stand up?

No, no, you don’t need to stand up.

Mr. CLINGER. Well, I will stand up. Let’s all stand up.

[Witnesses sworn.]

Mrs. MALONEY. Mr. Chairman, I have a statement.

Mr. CLINGER. Yes, indeed. The gentlelady from New York.

Mrs. MALONEY. Thank you very much, Chairman Clinger. Mrs.
Collins, unfortunately, cannot be here and I ask that her full state-
Flent be part of the record. I hope you approve; OK? May Mrs. Col-
ins——

Mr. CLINGER. Without objection, so ordered.

[The prepared statement of Hon. Cardiss Collins follows:]

PREPARED STATEMENT OF HON. CARDISS COLLINS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF ILLINOIS

Mr. Chairman, it is indeed timely that we today assess the Administration’s
progress in prescribing the regulations necessary to implement the Federal Acquisi-
tion Streamlining Act of 1994, This is because it also affords us the opportunity to
acknowledge the success of this Committee and the 103rd Congress in achieving
truly bipartisan consensus on the most sweeping procurement reform legislation in
the last ten Pyl'ears. Mr. Chairman, you and other Republicans now serving in the
majority on this Committee played an integral role in that success. I have every con-
fidence that under your leadership, our eflorts to further reform the Federal acquisi-
tion system will reflect a similarly cooperative and bipartisan intent.

The U.S. Government spends approximately $200 billion annually on civilian and
defense-related goods and services—about $800 for every man, woman and child in
the country. Anﬁ, as we are all well aware, the government’s process for procuring
these goods and services has become fiscally and commercially untenable.

Revising more than 225 statutory rules and encouraging the use of innovative
Pmcurement techniques, the Federal Acquisition Streamlining Act of 1994 (or
“FASA”) vastly improves the procurement process and creates a more efficient, re-
sponsive and uniform acquisition system. FASA enables Federal contracting agen-
cies to effectively embrace the Administration’s vision of a leaner and smarter gov-
ernment. In fact, in the words of one of our witnesses here today: “FASA has become
the cornerstone of the Administration’s procurement streamlining program.”

I look forward to learning from our distinguished witnesses what progress has
been achieved toward the regulatory implementation of FASA. Clearly, the benefits
of this important legislation cannot be fully realized until the rules are in place. In
addition, I am seeking assurances that provisions of the Act that serve to further
critical socio-economic objectives remain in focus and on schedule.

As the custodians of the largest single purchaser in the world, the Congress—and
specifically this Committee in the House-—has an obligation to ensure that the Fed-
eral government is an informed, responsible, strategic, and compassionate
consumer. I take every nuance of this obligation seriously, and anticipate playing
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a gignificant role in this and all Committee proceedings addressing procurement re-
form issues.

Mrs. MALONEY. Very well. :

Mr. Chairman, the Federal Government spends over $200 billion
a year on procurement, that is $800 for every American taxpayer
spent on goods and services. There are few areas of the Federal

vernment that are more important for controlling spending and
better managing our limited resources.

I thank you for holding this hearing to ensure the timely and ac-
curate implementation of this law. gI'his law, when fulf'y imple-
mented, will simplify and streamline the Federal procurement
process while ensuring its fairness, accountability, and integrity. It
will reduce paperwork, especially for contracts under $100,000, and
will encourage the Federal Government to buy commercial products
at the fairest prices. It will also strengthen the protest and over-
sight process, improve the integrity of the procurement process,
and standardized the procurement code by eliminating obsolete and
redundant laws. In other words, by allowing government to cut red
tape and purchase products off the shelf instead of following de-
tailed specifications, we will hopefully get rid of the so called $500
hammers.

The Federal Acquisition Streamlining Act incorporated several of
Vice President Gore’s National Performance Review recommenda-
tions, such as providing for multiyear contracts, promoting excel-
lence in vendor performance, and allowing State and local govern-
ments to use Federal supply services.

The law included a 5 percent procurement goal for women-owned
and minority-owned businesses. Procurement by women-owned and
minority-owned businesses has been unacceptably low for far too
long, and the inclusion of this goal was a clear indication of Federal
support for equal opportunity for women and minority business
owners.

I would like to commend the chairman for all of his hard work
on this act and for his continuing bipartisan approach on the issue
of procurement reform. Without your determination and hard work,
enactment of the Federal Acquisition Streamlining Act would not
have been possible. Hopefully further improvements to the Federal
Government’s procurement system can be achieved in the same bi-
partisan spirit.

Thank you, Mr. Chairman.

Mr. CLINGER. Thank you very much, Mrs. Maloney, and I believe
the gentlelady from Maryland, Mrs. Morella, has a statement.

Mrs. MORELLA. Thank you, Mr. Chairman.

Very briefly, I want to also thank you for calling today’s hearing
to review the implementation of the Federal Acquisition Streamlin-
ing Act of 1994. Passage of FASA last year was the culmination of
many years of work by Congress, the executive branch, and indus-
try. When it passed, I held a procurement conference in my dis-
trict, in Montgomery County, MD. When I mentioned some of the
highlights of tiis legislation, there was a resounding applause. Peo-
ple were so looking forward to having us come to grips with this
problem.

I was not on the committee last year when you held the hear-
ings, but, again, I commend the committee for passing it and look
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forward to hearing today about its implementation and what more
can be done. 3

FASA did make important changes in the government’s acquisi-
tion process. The law increases the government’s use of commercial
products, reduces the paperwork burden on industry, and simplifies
the acquisition process for contracts under $100,000. Nonetheless,
the success of procurement reform depends not only on successful
implementation of FASA but also on improved agency management
and oversight of procurement procedures and practices. In addition,
there are several legislative proposals to build on last year’s pas-
sage of FASA. I am looking forward to reviewing the bi{l that you
are planning to introduce, Mr. Chairman.

We are fortunate to have with us today witnesses from the Office
of Management and Budget, and from the Department of Defense
to give us their assessment of problems and progress in the imple-
mentation of FASA, and I look forward to hearing them.

Thank you, Mr. Chairman.

Mr. CLINGER. Thank you very much, Mrs. Morella.

[The prepared statement of Hon. Constance A. Morella follows:]

PREPARED STATEMENT OF HON. CONSTANCE A. MORELLA, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MARYLAND

Mr. Chairman, I want to commend you for calling today’s hearing to review the
Implementation of the Federal Acquisition Streamlining Act of 1994 (FASA). Pas-
sage of FASA last year was the culmination of many years of work by Congress,
the executive branch, and industry.

FASA made important changes in the Government’s acquisition process. The law
increases the Government’s use of commercial products, reduces the paperwork bur-
den on industry, and simplifies the acquisition process for contracts under $100,000.

Nonetheless, the success of procurement reform depends not only on succeasful
implementation of FASA, but also on improved agency management and oversight
of procurement practices. In addition, there are severa?' legislative proposals to build
on last year's passage of FASA. We are fortunate to have with us today witnesses
from the Office of Management and Budget and from the Department of Defense
i.“o Xe us their assessment of problems and progress in the implementation of

[The prepared statement of Hon. Charles F. Bass follows:]

PREPARED STATEMENT OF HON. CHARLES F. BASS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW HAMPSHIRE

Mr. Chairman, I would like to thank our witnesses for taking the time to testify
before us today, The Federal Acquisition Streamlining Act of 1994, or FASA, rep-
resents an important step in our efforts to bring some sanity to government spend-
ing. I am therefore looking forward to the opportunity to hear from these witnesses
o?l‘!\AogAmuch progress the executive branch is making on carrying out the mandate
o .

Both as a member of this Committee and as a member of the Budget Committee,
I am very interested in seeking new ways in which we can better streamline how
the government makes its purchases. I hope that our witnesses today will be able
to shed some light on whether we can expect FASA to be a success, in addition to
whether Congress should make further improvements to the procurement process.

Finally, I would like to give particular t.ganks to Mrs. Colleen Preston from the
Department of Defense for appearing today. DoD has been responsible for some of
our government’s best procurement successes, as well as some of its worst failures.
I hope that Mrs. Preston’s testimony will help illustrate what works, what doesn’t
work, and what improvements can be made.

I thank the Chairman.

Mr. CLINGER. If no other Members have any opening statements,
I would again welcome Mr. Kelman and Mrs. Preston to the wit-
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ness table and tell you without objection your entire written state-
ment would be included in the record and you may read it or pro-
ceed as you will.

STATEMENT OF STEVEN KELMAN, ADMINISTRATOR, OFFICE
OF FEDERAL PROCUREMENT POLICY

Mr. KELMAN. I will try to summarize as best I can.

Thanks, Mr. Chairman, members of the committee. I very much
appreciate the opportunity to come here today to talk about the ad-
ministration’s efforts both to implement FASA and also some of our
broader management efforts to create a procurement system that
works better and costs less.

Mr. CLINGER. Could you turn on the microphone?

Mr. KELMAN. You heard the beginning? I talk so loud, who needs
a microphone.

Let me, if I could, please, start off by expressing my appreciation
on behalf of the administration to Chairman Clinger, to Represent-
ative Maloney, to Chairman Horn, and for the other members of
this committee for working so hard last year to make FASA a re-
ality, and this is really an example of bipartisan efforts, as you in-
dicated in your opening statement, on behalf of the public interest.

I have also been pleased to learn that you, Chairman Clinger,
and you, Representative Maloney, have agreed to make personal
visits to a government buying office to meet with contracting offi-
cers on the front line to hear their concerns—is that a vote?

Mr. CLINGER. No.

Mr. KELMAN. It is not a call; OK.

You will be going out to meet with contracting—this is not easy.
Do you have to do this all the time?

Mrs. MORELLA. We live with it all the time.

Mr. KELMAN [continuing]. To meet with contracting officers on
the front line, to hear their concern and to demonstrate your sup-
port, as Republicans and Democrats both, for procurement
reinvention.

Over the last 25 years, the Federal acquisition system has devel-
oped into a complex burdensome maze of laws and regulations that
have made it difficult for Federal personnel to exercise prudent dis-
cretion and business judgment. And that has become both cum-
bersome, expensive to administer, and also has hindered our ability
to provide economical, timely support to taxpayers and to govern-
ment programs. By decreasing the burdens placed on the procure-
ment process, FASA has become a cornerstone of this administra-
tion’s efforts to streamline and reinvent the procurement process.

The administration has committed itself to implementing in reg-
ulation the authorities given us in FASA as quickly as possible. We
do not want to lose a single day unnecessarily of giving taxpayers
the benefits that this law provides. You gave us in Congress 330
days to develop these regulations: The President announced, when
he signed the bill last October, that we intend to beat that dead-
line. We are going to develop those regulations on an accelerated
basis by streamlining and reinventing and reengineering our own
regulatory development process.
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To date, 19 interim and proposed rules have already been pub-
lished implementing FASA. The six remaining rules are being
readied for quick publication. So we have 19 out, we have 6 to go.

The most important of the remaining regulations on commercial
products and on the simplified acquisition threshold and the
FACNET, the electronic commerce system, are just about ready to
be published in the Federal Register. I actually signed off on them
this morning. They will be out shortly, and I will provide the com-
mittee, several days from now in the status report, of the four addi-
tional regulations that are not yet out.

Let me also just emphasize that the public’s opportunity to offer
input into the regulatory process has not been curtailed despite the
tight time schedule we are following. We are allowing a full 60
days for public comments. We are having a number of public hear-
ings, and I want to make a pledge, both to you on the committee
and to members of the public who are present or listening today,
that we will take very seriously any of the suggestions for improve-
ments that are made in comments on the regulations. We want to
{)_roduce the best possible regulations in cooperation with the pub-
ic.

Let me move on, because while achieving successful regulatory
implementation of FASA is a very high priority, our commitment
within the administration to reinventing the procurement system
extends as Representative Morella indicated in her opening state-
ment not just to regulations but also to management practices and
what is going on in the agencies.

Our overall strategy for procurement reinvention has three goals:
No. 1, streamlining; No. 2, achieving quality and good prices for the
Government; and, No. 3, improving the partnership between Gov-
ernment and our suppliers.

The message of tﬁe NPR was to move from red tape to results
and that is the common theme of many of our efforts. We have only
been at it for a year, but I am proud to be able to state to this com-
mittee today that we are beginning to see our procurement reform
efforts bear some fruit and some results and I would like to spend
the rest of my testimony sharing some of these concrete success
stories with you.

What I would also like to do, if I could, is to acknowledge by
name some of the career Federal employees who have made these
successes possible. Too often members, career employees of the
Federal Government hear their names mentioned in congressional
hearings only in conjunction with wrongdoing. Today, I want to
have a chance to have these people’s names mentioned in conjunc-
tion with “rightdoing,” with work that they have done on behalf of
the taxpayers to give the employees recognition for their efforts.

The first example of success stories I want to talk about relates
to what all three of you said in your introductory statements, in-
creasing the government’s reliance on commercial products. For
many years, as you know, the government has spent enormous
time and money developing its own specifications for common
consumer products. The bizarre thing has been often ordinary nor-
mal every day commercial products, the kinds we often, we use
ourselves, have been unable to meet every detail of these specifica-
tions. The result has been that the only people able to bid for these
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overnment products have been people manufacturing specifically
gor the government’s specifications rather than regular commercial
manufacturers.

Rather than having access to commercial brands of, let’s say,
salad dressing, the government has by this process been forced in
the past to buy products such as this. This is government salad
dressing produced specifically for government requirements that
are solg nowhere on the commercial marketplace. It is a govern-
ment-unique product. This is what we bought in the past. Thanks
to the procurement reinvention efforts at the Defense Personnel
Supply Center in Philadelphia, PA, working to move toward com-
mercial products, this is what we are now iuying for salad dress-
ing. So we have moved from this government-unique, government-
manufactured salad dressing to the same kind of salad dressing
that all of us buy in the store every day.

This has not only allowed us to save on average between 5 and
10 percent on the food we bought this way, but we are getting qual-
ity national brands for this less money rather than government-
unique items.

In addition, we are now getting just-in-time delivery. So we do
not need to spend as much money to store these items in govern-
ment warehouses. Right here in Washington, Walter Reed Army
Hospital has been able to cut its food inventory levels in half, that
is food for patients, close a storage facility, and get rid of two re-
frigerated trucks.

I want to acknowledge before this committee the work of Tony
DiCioccio and the Foof Demonstration Program Team at the De-
fense Personnel Supply Center in Philadelphia for making this suc-
cess story possible.

In addition, I would like to point out the Air Force has reduced
the number of military standards and military specifications docu-
ments from 150 to 2 when it contracted recently for the space-
based infrared system, which was an upgrade of an existing sat-
ellite system. The Air Force is relying instead of those special gov-
ernment requirements on international and best commercial prac-
tice standards for the new system. And for that I want to acknowl-
edge before this committee the efforts of Colonel Craig Weston of
the Air Force’s Space-Based Infrared Program office for making
that success story possible.

Let me move on to using incentives to motivate contractors.

Thanks to an innovative procurement technique that has allowed
us to unleash the ingenuity of the private sector, the Santa Monica
Freeway, fairly near Congressman Horn's district, not quite in your
district, the Santa Monica Freeway which collapsed during the
1994 Los Angeles earthquake was rebuilt in record time. Contrac-
tors were allowed to compete both on price and on how quickly they
could reconstruct the freeway. Contractors agreed to accept finan-
cial penalties for failing to achieve their time commitments and
were given the prospect of financial rewards if they came in under
their time commitments.

The result was that the actual reconstruction, which was initially
expected to take 104 weeks, ended up being accomplished within
10 weeks, one-tenth of the time originally expected. I would like to
acknowledge before this committee the work of Jim Bednar and his
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team at the Department of Transportation for making that story
the success that it is. X

Let me move on to talk about the increasing use of purchase
cards, commercial bank cards, in the government. In October 1993,
10 Federal agencies pledged to double their use of purchase cards,
commercial bank cards, to allow program offices to make simple
purchases under $2,500 without needing to go through a separate
procurement bureaucracy. On average, the government saves $54
every time we bypass these extra bureaucratic administrative steps
and allow program offices to buy direct.

We make 10 million purchases under $2,500 a year. In addition
to saving money, using the purchase card allows us to shave as
much as several weeks off of procurement lead time. The 10 agen-
cies that made the pledge to double their use of the purchase card
met their pledge 4 months ahead of schedule.

At one custom service field office, the government was able to
purchase privacy panels for an office from a liquidator for $2,450
comgared to a low bid of $4,000 received through the normal proc-
ess because the purchase card allowed them to take advantage of
a special-while-supplies-last offer.

Scientists at the National Oceanic and Atmospheric Administra-
tion have reported that the ability to use the purchase card has al-
lowed for timely repair of scientific equipment when otherwise sci-
entific data would have been lost or experiments interrupted.

The supply operation at the Pentagon was able to absorb a 40
percent cut in purchasing staff due to the expanding use of the
card from 500 actions in 1993 to 16,000 actions in 1995. I am
pleased to commend before this committee Annelie Kuhn at the De-
partment of the Treasury and her interagency team for successfully
promoting expanded use of the purchase card.

Let me just talk quickly about a few more success stories and
then I will finish up. Expanding use of past performance. Since the
Defense Personnel Supply Center in Philadelphia moved several
years ago to a best value procurement of clothing and textiles,
where they looked very carefully at how contractors%\ad performed
in the past before awarding new contracts, the dollar value of the
contracts the government has needed to terminate because a sup-
plier performed so poorly has declined from $133 million a year to
one-tenth of that, $13 million a year.

I would like to acknowledge before this committee the efforts of
Paul Zebrowski of the clothing and textiles unit’s quick response
tgglm at DPSC in Philadelphia for making this success story pos-
sible.

Using multiple award contracts. I saw recently an article in a
computer magazine in a trade press reporting Zenith Data Sys-
tems, a vendor supplying personal computers to the Air Force, low-
ered the price and increased the performance of the PCs it was
supplying under the contract.

Now, presumably, to any of us, as consumers, that does not
sound surprising since those kinds of price drops are taking place
every day in the commercial marketplace. Traditionally, however,
the government had locked itself into long-term contracts with one
supplier to supply these PC’s over several years, and prices typi-
cally did not go down in line with the marketplace.
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Now the Air Force and many other agencies have begun competi-
tively awarding such PC contracts to two or more suppliers, which
allows them to compete in real time through the life of the contract
for the customer’s business. So we are achieving the savings that
we should be. And I would like to commend before this committee
Ms. Kay Walker and the Desktop 4 team at Gunter Air Force Base,
AL, for this success story.

Last two.

Increasing the use of performance-based service contracting. On
the same day the administration or the President signed FASA into
law, the administration initiated a pilot project to encourage the
use of performance-based service contracting which basically means
writing contracts in terms of the results the government wants to
achieve.

The first contract to be awarded under this pilot program was
just awarded recently by the Treasury Department, and Treasury

as converted a contract for base operating support for the Federal
Law Enforcement Training Center at Artesia, NM, two perform-
ance-based contracting methods.

In the process, the contract, which formerly reimbursed the con-
tractor for all the allowable costs they submitted in their bills, was
converted to a fixed price contract. And this was the first contract
awarded by the new method. The successful bidder proposed a
price 22 percent less than what the government was paying pre-
viously, which means that over the life of this 5-year contract we
?re going to be getting a whole year of contract performance for
Tree.

I would like to acknowledge before this committee the work of
John Richardson and his team at the Department of Treasury’s
Law Enforcement Training Center for making this success story.

Last example.

Streamlining the award process. Through streamlined procure-
ment methods, the Air Force reduced the size of its program office.
On a recent procurement for wind-corrected munitions from 75 to
20 people and the length of contractor proposals—all the money
contractors have to spend on these proposals—from several thou-
sand pages to 215 pages.

For that success story, I would like to acknowledge Harry
Schulte of the Air Force’s conventional strike systems program ex-
ecutive office.

Similarly, NASA has developed procedures to simplify award of
contracts up to $500,000. They have been able to reduce the size
of the typical solicitation from 70 pages to 7 to 10 pages. And to
reduce the size of the resulting contract from 40 pages to 10 to 15
pages. Such documents are far less intimidating to industry and
are encouraging more interest in bidding on NASi work.

I would like to acknowledge the work of Lydia Butler at the Mar-
shall Space Flight Center in Huntsville, AL, for helping make this
program the success that it is.

Those are just some of the examples. In the interest of time, I
h}?ve only developed some of them from the files that is growing on
this.

Mr. Chairman, Representative Maloney, the message of reform is
being heard. As you can see, our efforts are under way. We have
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a long way to go but they are under way. Let me emphasize that
some of the success stories that I am outlining to you began under
the previous administration, which shows, illustrates very well, I
think, that the job of making government work better and cost less
is a fully bipartisan effort.

The Congress can count on the continuing support of the admin-
istration for working to the very, very best of our ability to really
make procurement streamlining and procurement reinvention
work, and we know that we can continue on your efforts as well.

We are going to be submitting, as you know, very shortly an ad-
ministration procurement reform package for 1995 emphasizing our
themes of streamlining, quality and partnership, and we look for-
ward to working with 5‘10 committee to make this a reality.

Thank you very much.

Mr. CLINGER. Thank you, Mr. Kelman, for your excellent testi-
mony, and we do indeed look forward to working with you and look
forward to receiving the legislation which you are presently prepar-
ing and working with you as we move forward.

[The prepareg statement of Mr. Kelman follows:]

PREPARED STATEMENT OF STEVEN KELMAN, ADMINISTRATOR, OFFICE OF FEDERAL
PROCUREMENT PoLicy

Mr. Chairman and Members of the Committee, I appreciate the opportunity to ap-
pear before you today to discuss the Administration’s efforts to implement the Fed-
eral Acquisition Streamlining Act of 1994 (FASA), as well as our broader manage-
ment efforts to create a procurement system that works better and costs less. FASA,
which incorporates many of the recommendations of the Vice President’s National
Performance Review (NPR), is, in my view, the most significant piece of procure-
ment legislation in over a decade.

I would like to start off by expressing my appreciation to you, Chairman Clinger,
as well as to Representative Maloney and the other members of this Committee, for
working so hard to secure passage of FASA during the last Congress, and for the
bipartisan cooperation we have achieved in the public interest. I am pleased to learn
that Chairman Clinger and Representative Mafoney have agreed to make personal
visits to a government buying office to meet with contracting officers on the front
line to hear their concerns and demonstrate support for procurement reinvention.

Over the last 25 years, the federal acquisition system has evolved into a complex
and burdensome maze of laws and regulations that have made it difficult for federal
personnel to exercise prudent discretion. This system has become both cumbersome
and expensive to administer and thus has failed to provide timely, economical sup-
port to government programs and taxpayers. By decreasing the burdens on the pro-
curement process and increasing the faith placed in our contracting officials’ ability
to make sound professional business judgments on behalf of our taxpayers, FASA
has become the cornerstone of the Administration’s procurement streamlining pro-

am.

gTYou should know that we have already begun to take advantage of those authori-
ties that became effective upon FASA’s enactment. Two such provisions—one which
permits the conduct of procurements under $2,500 (“micro-purchases”) as a virtual
paperless transaction, and another which creates a consistent $500,000 threshold for
the requirement to submit cost and pricing data—are important facets of our
streamlining program. The micro-purchase authority is helping to facilitate the
widespread use of commercial bank cards—what we call purchase cards—which is
making these purchases quick, easy, and inexpensive, as they should be. The
$500,000 threshold for the submission of certified cost and pricing data is an impor-
tant step in lessening the burden of government-unique requirements on the con-
tracting process.

Most of FASA’s benefits cannot be realized until implementing regulations are in
place. This afternoon, I would like to discuss the steps we are taking to meet this
goal. I would also like to share with you a few examples of how some of our ongoing
management initiatives to reform the procurement process are already showing
positive results. Finally, I would like briefly to mention what we are doing to meet
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the challenges presented by, and reap the rewards associated with, transitioning
from a paper-based to an electronic procurement process.

Developing Implementing Regulations for FASA

Recognizing that FASA authorizes critical procurement streamlining in an era of
declining resources, the Administration has committed itself to implementing its au-
thorities as quickly as possible. We do not want to lose even a single day of the ben-
efits this law provides to the taxpayer. Congress gave us 330 days to develop the
regulations. The President announced when he signed FASA in October last year
that regulations would be developed on an accelerated basis, faster than the statu-
tory deadline.

?ollowing the President’s commitment, the Federal Acquisition Regulatory Coun-
cil adopted an action plan to carry out this promise. Under the action plan, teams
of procurement specialists have been established to address the various substantive
areas of the legislation. Each team includes at least one legislative liaison who par-
ticiPated in the discussions with Congress in the development of the law. The liai-
son’s role is to provide background on the legislative history of the provisions and
a better understanding of Congress’ intent.

To help ensure that implementation occurs expeditiously, special measures have
been incorporated into the action plan to avoid the more time-consuming process
that would typically occur under routine procedures for regulatory development. The
teams have been operating on a full-time basis to draft regulations. Review of the
team's work has been performed simultaneously by both defense and civilian offi-
cials. Traditionally, this review is performed sequentially. Agencies have been re-
3uired to offer comments on the draft regulations within 10 days. OMB review of

raft regulations has also been accelerated based on our office’s agreement to con-
duct expeditious technical review.

To date, four interim rules and fifteen proposed rules have been published. The
six remaining rules are being readied for quick publication. The most important of
the remaining regulations—those on commercia}l) items, the simplified acquisition
threshold (SAT), and the Federal Acquisition Computer Network (FACNET)—will
be published shortly. In fact, I cleared the rule on SAT and FACNET this morning.
I will be providing you with a status report within the next few days.

I want to emphasize that the public’s opportunity to offer input in the develop-
ment of these regulations has not been curtailed despite this tight time schedule.
Rules are being published for a full 60-day public comment period. The FAR Council
will also consider requests for public meetings on any proposed regulation, provided
the request is made during the first 30 days of the public comment period. So far,
public meetings have been held on the proposed re l%tions dealing with small busi-
ness programs and the revisions to the Truth in Igll:egotiations Act. I also note that
meetings are scheduled on March 17th for the proposed rules dealing with commer-
cial items, simplified acquisitions, and FACNE']B

In all, I am very optimistic about our regulatory implementation efforts. While the
task is formidable, 1 believe that upon its completion, the new regulations will allow
for the streamlining we need and tﬁg cost savings our taxpayers deserve.

Procurement Reform in Action

While ensuring the successful regulatory implementation of FASA is of the high-
est priority, you should know that the Administration’s commitment to reinventing
procurement hardly stops here. Our goals are three: streamline the process, obtain
good quality and fair prices, and achieve partnership between government cus-
tomers and industry suppliers. Moving “from red tape to results” was the message
of the NPR—and is the common theme of our many procurement reform projects.

Our project to increase the use of past performance as an evaluation factor in the
source selection process promises not only to secure for the government better value
for its dollar but also to streamline the evaluation process by reducing the amount
of technical requirements that need to be evaluated. Our performance-based service
contracting initiative to get agencies to focus on what they need done in mission-
related output terms can be expected to reduce significantly the total cost of services
and improve contractor performance at the same time. Our effort to help agencies
better understand FASA’s clarifying authority to make multiple awargs or the
same requirement and then allow a fair opportunity for consideration of each task
order amongst the contract awardees shouleipgelp reduce costs and improve contrac-
towerformance as contractors compete for business in real time.

e've only been at it for a year, but I am proud to say that we are beginning
to see our procurement reform efforts show some results. I would like to share some
of the success stories with you. I would also like to acknowledge by name some of
the career federal employees who have made these successes possible. Too often, fed-
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eral employees hear their names mentioned in Congressional committee hearings
only when they are being accused of wrongdoing. I want to make sure that those
who've been involved inng-ightdoing"—in serving the taxpayer—start to get recogni-
tion for their efforts.

o Increasing Reliance on Commercial Practices. For many years, the government
has spent enormous time and money developing its own specifications for common
consumer items. Often, ordinary commercial products were unable to meet every de-
tail of these s'pedﬁcations. The bizarre result was that only suppliers producing
products specifically for the government were able to compete. Ratger than having
access, say, to commercial brands of salad dressing, the government ended up buy-
ing products such as these—paying more and not getting the benefits of quality that
had proved itself with consumers.

As a result of innovative procurement techniques at the Defense Personnel Supply
Center (DPSC) in Philadelphia—which buys food, clothing, and medical supplies for
our soldiers—the government has now started making available to our military
bases ordinar{ooommemial products such as these. Savings of between 5 and 10 per-
cent on food bought this way are being reported—and for those lower prices we're
getting quality national brands rather than items produced specially for the govern-
ment. Furthermore, we're now getting just-in-time delivery, so we don’t need to
;Fend as much money to store these items in government warehouses. Walter Reed

ospital, for example, has been able to cut its food inventory levels in half, close
a storage facility, and get rid of two refrigerated trucks. In one year at Fort Lee,
Virginia, food inventories were reduced from $585,000 to $32,000, and the facility
was able to close down its warehouse.

I would like to acknowledge before this Committee the work of Tony DiCioccio and
t}}l::l Food Demonstration Program Team at DPSC for making this success story pos-
sible.

You should also note that the Air Force reduced the number of MIL-STDs and
MIL-SPECs compliance documents from 150 to 2 when it contracted for the Space-
Based Infrared System which increased performance over the existing Defense Sup-
port Program satellite system. The Air Force now relies on international and best
commercial practices standards for the new system.

I am happy to acknowledge before this Committee the efforts of Col. Craig Weston
at the Air Force’s Space-Based Infrared Program Office for making this success
story (})ossible.

o Using Incentives to Motivate Contractors. Thanks to an innovative procurement
technique that has allowed us to unleash the inﬁenuity of the private sector, the
Santa Monica Freeway, which collapsed during the 1994 Los Angeles earthquake,
was rebuilt in record time. Contractors competed both on price and on how quickly
they could safely reconstruct the freeway. Contractors a d to accept financial
penalties for failing to achieve their time commitment and were promised financial
rewards for each day they exceeded their commitment. The result was that the ac-
tual reconstruction, originally estimated to take 104 weeks, ended up taking only
10 weeks!

I am pleased to acknowledge before this Committee the work of Jim Bednar and
his team at the Department of Transportation in making this story the success that
it is.

o Increasing Use of Purchase Cards. In October 1993, ten agencies pledged to dou-
ble their use of purchase cards to allow program offices to make purchases under
$2,500 without going through the procurement bureaucracy. On average, the gov-
ernment saves £5°4 every time we bypass these extra bureaucratic steps and allow
pmfram offices to buy direct. The government makes almost ten million purchases
under $2,500 per year. In addition to saving money, program office use of the pur-
chase card allows us to cut as much as several weeks off procurement leadtime. In
short, this is an example of business process re-engineering such as has been used
successfully to make private companies more competitive.

The ten agencies that made the pledge to double their use of the purchase card
met their pledge four months ahead of schedule. The government is now making
over a million transactions a year using this money-saving method. At one Customs
Service field office, the government was able to purchase privacy panels for an office
from a liquidator for $2,450, compared to a low bid of $4,000 received through the
normal process, because the purchase card allowed them to act quickly on a “while
supplies last” offer. In other Held operations, downtime out in the field has been re-
duced because of the ability to get ‘ﬁuick repair of vehicles or other equipment using
the card. Scientists at the National Oceanic and Atmospheric Administration have
reported that the ability to use the card has allowed for timely repair of scientific
equipment where otherwise scientific data would have been lost or experiments in-
terrupted. The supply operation at the Pentagon was able to absorb a 40 percent
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cut in purchasing staff thanks to the expanding use of the card from 500 actions
in FY93 to an estimated 16,000 actions in FY95.

In the recent California floods, an agreement between the Federal Emergency
Management Agency and the government’s purchase card vendor, Rocky Mountain
Bank Card System, Inc. of Denver, Colorado, provided, for the first time, for cards
to be issued on a rush 24-hour turnaround time to designated temporary disaster
workers. The results were positive: the purchases were made quickly and the need
for on-site administrative support was greatly reduced.

1 am pleased to commend gefore this Committee Annelie Kuhn at the Department
of Treasury and her interagency team for successfully promoting expanded use of
the purchase card.

e Expanding Use of Past Performance. Since the Defense Personnel Supply Center
moved several years ago to best-value procurement of clothing and textiles empha-
sizing past perf)t,)rmance, the dollar volume of contracts that the government needed
to terminate for supplier non-Ferformance has declined from $133 million a year to
$13 million a year. By identifying poor performers, the Federal Supply Service at
GSA improved its on-time delivery rate in one year from 92 percent to almost 96

ercent.
P As you know, OFPP is pushing hard to get all agencies to expand their use of

ast performance so that all government customers can see the quality of work done
For them go up. In January 1994, 20 Departments and agencies pledged to make
past performance a major selection criterion in the award of 60 pilot program con-
tracts, valued at over $2 billion. The Bureau of Prisons in the Department of Justice
has been so impressed with the improved quality of services it has seen under con-
tracts for halfway-house services pledged under the pilot program, that it has de-
cided to make past performance a significant evaluation factor in all future halfway-
house procurements.

I would like to acknowledge before this Committee the efforts of Paul Zebrowski
of the Clothing and Textiles Unit’s Quick Response Team at DPSC in making this
success story possible.

e Using Multiple Award Contracts. An article in the trade press reported recently
that Zenith Data Systems, a vendor supplying personal computers to the Air Force,
lowered the prices and increased the performance of the computers it was supplying
under its contract. That doesn’t sound too surprising, since we see such price drops
in the private marketplace all the time. Traditionally, however, the government has
locked itself into a contract for several years with only one contractor to buy PC’s,
and prices typically didn’t go down in line with the marketplace. Now the Air
Force—and many other agencies—have begun competitively awardinﬁ such PC con-
tracts to two or more suppliers, having them compete in real time, through the life
o}f:l 1:}'11(3l contract, for the customer’s business. So were achieving the savings we
should.

I commend before this Committee Kay Walker and the Desktop IV Team at Gun-
ter Air Force Base, Alabama for this success story.

o Increasing Use of Performance-Based Service Contracting. On the same day the
President signed FASA into law, the Administration initiated a pilot project to en-
courage the implementation of performance-based service contracting, which basi-
cally means writing contracts around the results the government wants to achieve.
Twenty-six agencies pledged to convert 87 contracts worth $1.2 billion to this meth-
odology. The first pledged contract to be awarded under this pilot program looks
promising indeed. The Department of the Treasury converted its contract for base
operatin%sup rt services for the Federal Law 'gnforcement Training Center at
Artesia, New Mexico, to performance-based contracting methods. In the process, the
contract, which formerly reimbursed the contractor for whatever allowable costs it
submitted in its bills, was converted to a fixed priced contract. The successful bidder
proposed a price 22 percent less than the price the government was paying under
the previous contract. That's the equivalent of getling a year’s services for free.
When factoring in inflation over the past five years, the savings rise to roughly 40
percent. The new fixed-price contract will also allow for the elimination of the time
and expense of audits, as well as other administrative savings.

I would like to acknowledge before this Committee the work of John Richardson
and his team at the Department of Treasury’s Law Enforcement Training Center
for making this story one of success.

e Streamlining the Award Process. Through streamlined procurement methods,
the Air Force reduced the size of its program office on a recent procurement for
wind-corrected munitions from 75 to 20 personnel and the length of contractor pro-
rosals from several thousand pages to 215 pages. For this success story, I would
ike to acknowledge Harry Schulte of the Air Force’s Conventional Strike Systems
Program Executive Office.
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Similarly, the National Aeronautics and Space Administration (NASA) has devel-
oped, and is testing, midrange procedures to simplify and expedite the award of con-
tracts up to $500,000. NASA has been able to reduce the typical solicitation to 7-
10 J)ages and resulting contract to 10-15 pages (down from an average of 70 pages
and 40 pages respectively). Such a document is far less intimidating to industry and
will encourage more interest in bidding on NASA work. Evaluation, approval, and
award time have also been significantly reduced.

I would like to acknowledge before this Committee the work of Lydia Butler at
Marsl;lall Flight Space Center for helping to make the Midrange program the suc-
cess that it is.

Meeting the Challenges of Electronic Commerce

One area to which I am giving particular attention is the initiative to streamline
the procurement process through the use of eiectronic commerce (EC)—by sending
out requests for bids, receiving quotes, and making awards over computer networks.
The Administration shares your belief that EC can reduce procurement leadtimes,
increase the productivity of the procurement workforce, and reduce the prices for
what we buy through better competition. As you know, the President issued a
Memorandum back in October 1993 establishing an aggressive schedule for imple-
menting EC in the federal acquisition process, and we were pleased to see the provi-
sions in FASA endorsing its use.

Many agencies have undertaken enormous efforts to get started on EC on a faster
schedule than would have occurred without this presidential and congressional in-
terest. We owe a vote of thanks to the dedicated federal employees who have been
working to make EC a reality.

However, the number of transactions occurring using EC has been growing more
slowly than I would like. In all likelihood, volume will pick up somewhat as we
move beyond typical startup problems, such as transitioning from agency-unique
dedicated electronic systems to a governmentwide system, getting the “bugs” out of
the new network, and so forth.

Startup problems notwithstanding, I want to make you aware that there is still
a difficult gurdle which we will need your support in conquering if EC is to be the
streamlining tool we envision. I am talking agout how e ectiver and efficiently to
dﬁal with vastly larger number of offerors who respond to solicitations for small pur-
chases.

By way of example, assume that an agency sends out a request for quotation for
a com(fmter printer for which they specify “brand name or equal”—a given brand or
a sro uct equal in performance to that brand. Assume the agency receives back 100
bids electronically and that the 20 low bids are from companies bidding an “or
equal” product, many of which the buying office has never heard of or done %usiness
with before. The twenty-first low bid is from a firm offering to provide the brand
name. Under these circumstances, you can imagine the apprehension buying offices
have with using EC. They are understandably worried that they will have to evalu-
ate the specifications on a large number of bids before they can make an award,
that they will have no streamlined way to weed out companies that have had deliv-
ery or performance problems in the past, and that their exposure to bid protests will
increase dramatically because the number of losing bidders will go up significantly.
For all these reasons, they are afraid—and rightly so—that, in practice, EC will not
increase productivity but rather that it will actually require more resources than the
current process.

We are actively working to develop regulatory language that would address some
of these problems, by allowing various simplified screening techniques for purchases
using EC. We will also be proposing statutory language to address this critical situ-
ation. We urge your support both for our regulatory approach and for our legislative
change. Without it, I am seriously concerned that EC’s potential to make the pro-
curement process faster and less resource-intensive will never be fully realized.

For my part, I am also committing myself to strengthening governmentwide EC
program managf/[ment. In this regard, I have asked the Electronic Commerce Acqui-
sition Program Management Office, which has responsibilities for dtg-to-day govern-
mentwide management, to develop, implement, and maintain an EC project man-
agement tracking and statistics system so we can better monitor major tasks, key
milestones, costs, and transaction volume.

Conclusion.
The message to reform is being heard. And, as you can see, our efforts are under-
way. Let me emphasize that some of the success stories I have described to you

began under the previous Administration. This shows that the job of making govern-
ment work better and cost less knows no party lines.
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As my discussion of EC demonstrates, reform is not easy. Fortunately for the tax-
payer, we’'re working together on this one. The Congress can count on the continued
support of the Administration for reinventing procurement. We know we can count
on your support for our efforts as well. Very shortly, the Administration will be
transmitting to this Committee its legislative proposal for a new round of initiatives
to promote streamlining, quality, and partnership. We look forward to on our initia-
tives.

This concludes my prepared remarks. I will be happy to answer any questions you
may have.

PROCUREMENT REFORM IN ACTION
SUCCESS STORIES

Increasing Reliance on Commercial Practices
Contact No. 1: Tony DiCioccio
Organization: Defense Personnel Supply Center, DLA
Telephone: 215-737-2900
Contact No. 2: Col. Craig Weston
Orfanization: The Space-Based Infrared Program Office, AF
Telephone: 310-363-0276

Using Incentives to Motivate Contractors
Contact: Jim Bednar
OrFanization: Federal Highway Administration, DOT
Telephone: 202-366-2048

Increasing Use of Purchase Cards
Contact: Annelie Kuhn
OrFanization: Department of Treasury
Telephone: 202—-622-0203

Expanding Use of Past Performance
Contact: Paul Zebrowski
OrFanization: Defense Personnel Supply Center, DLA
Telephone: 215-737--3000

Using Mulliple Award Contracting
Contact: Kay Walker
OrFanization: Directorate of Contracting, Standard System Group, AF
Telephone: 205-416-1781

Increasing Use of Performance-Based Service Contracting
Contact: John Richardson
OrFanization: Law Enforcement Training Center, Department of Treasury
Telephone: 912-267-2243

Streamlining the Award Process

Contact No. 1: Harry Schulte

Organization: The Conventional Strike Systems Program Executive Office, AF
Telephone: 703—695-8343

Contact No. 2: Lydia Butler

Orlganization: Marshall Space Flight Center, NASA

Telephone: 205-544-0304

Mr. CLINGER. Mrs. Preston.

STATEMENT OF COLLEEN PRESTON, DEPUTY UNDER
SECRETARY OF DEFENSE, ACQUISITION REFORM

Mrs. PREsTON. Thank you, Mr. Chairman, Representative
Maloney, members of the committee. It is certainfy my pleasure to
be here today representing the Department of Defense and to tell
you as the buyer of approximately——

Mr. CLINGER. Turn your microphone on.

Mrs. PRESTON [continuing]. As the buyer of approximately 75
percent of the Federal Government’s goods and services, we cer-



17

tainly, in DOD, appreciate the need for reform, and I will, today,
be talking about what exactly it is that we are attempting to do
to realize these reforms.

In my statement I have gone through an analysis of why it is
that the Department of Defense feels that acquisition reform is so
critical. I will not reiterate that now but rather talk to you about
ho;_v we expect to proceed from here and the actions we have taken
so far.

The primary mission of the acquisition system in DOD is of
course to meet our war-fighter's needs-—we must never forget that
the customer’s needs are paramount. Qur goal in DOD is to become
the world’s smartest buyer, continuously reinventing and improv-
ing the acquisition process while taking maximum advantage of
emerging technologies that enable business process reengineering.

‘We will procure best value goods and services by buying from
world class suppliers, predominantly in the commercial market-
place. We will deliver on a timely basis, efficiently and effectively,
by reinventing the acquisition system to make DOD a world class
customer. Ang because we are buying on behalf of the U.S. tax-
payer, we will do so by using strategies and methods that are fair,
open and efficient, protect the public trust, and are supportive of
the Nation’s socioeconomic policies, and that foster the develop-
ment of an integrated national industrial base as opposed to a de-
fense and commercial industrial base. We expect that this indus-
trial base will be composed of globally competitive U.S. suppliers
predominantly making commercial items.

We will do so by balancing the restrictions to prevent abuse of
the process and the gains to be achieved by socioeconomic goals,
with the cost of compliance with those efforts. We believe that the
Federal Acquisition Streamlining Act gave us the tools that we
need to change many parts of the system. Of course, there are still
several things that we would like to see this year and we have
been working with the administration to bring forward those pro-
posals to you. They will be included in the administration’s pack-
age.

Let me talk to you a little bit about the difference between the
system that we have now versus what we would like to see in
terms of an acquisition process.

In the existing system, there is a reluctance to change. Rules and
practices are established to address every single contingency that
might occur, and because people are so worried about being second-
guessed by the IG, by the GAO, by Congress, and by the public,
people have a tendency to be risk averse. They will not take the
chance, even when they know it is the right thing to do, of using
innovative procedures, et cetera, because of the fear of that second-
guessing or recriminations if something goes wrong.

The system we want to see in the fguture is a system where we
have totally reengineered our business processes, where we have a
continuous learning environment, where change is the constant
rather than an exception, and where there are incentives for people
to innovate and to use techniques that we would use ourselves in
going out and buying goods and services. And to manage risk rath-
er than to avoid 1t.
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Some of the tools that we think we can use to do that are, first
of all, to change our regulatory structure. And we at DOD have just
initiated an effort, using modern technology, to come up with what
we call an “acquisition desk book.” And we are going to rewrite the
major systems acquisition rules and take them from the very
lenﬁthy documents that they are now to a small set of mandatory
guidelines that will be in a directive and then place everything that
would be guidance or direction to the program managers—lessons
learned, and what we call acquisition wisdom, or procurement wis-
dom—in an electronic desk book that will be readily accessible so
that we can take advantage of the experiences of buyers and all
program managers all across the country.

Any time someone has utilized a procurement method that they
think will save time or money, it will be documented in the system,
and their name will be placed in the system so that people can call
and ask questions of that individual.

And, in addition to that, we are focusing a large part of our effort
on education and training of not only the acquisition work force but
what we hope will be a joint effort with industry, with our buyers,
and with our overseers, the IG and DCAA. We all need to make
sure that we understand the same rules and regulations. We are
developing a strategic plan to go out and train approximately
150,000 people in the DOD acquisition work force alone on the new
regs as soon as the last period for public comment has expired. We
will have approximately 30 days to go out and train these individ-
uals on these new reguf;tions before they become effective.

Right now we have many antiquated automated information sys-
tems that are not integrated with each other. So, for example, you
might have a buyer who has prepared a solicitation on a computer,
but that computer cannot talk to the contract administration office.
So, that when we award the contract and it then goes to another
organization where it is actually administered, that organization
has to download the information, put it back up on a brand new
system. When we go to make payment, which is done by the de-
fense finance and accounting service; they have to load all the in-
formation into their computer systems. So one of our major efforts
is going to be what we call enterprise integration—that is, to estab-
lish automated systems across functional areas within DOD and to
maximize the shared use of information.

One of our largest efforts to date has been our process action
team on electronic commerce and electronic data interchange. We
started almost 1%z years ago in DOD, and really set the stage for
the Federal Government effort on what has now become the Fed-
eral electronic commerce initiative. What we are trying to do is get
to a paperless contracting system.

This process action team is one example, I believe, where people
within the system who have been working at this process for many,
many years basically worked 18, 20 hour days for 3 months in
order to come up Witﬁ' these recommendations.

People in the field are committed. They want change. They know
there needs to be change and despite the fact that we have devel-
oped the best weapon systems in the world; it is very clear that we
did that because of the dedication of individuals, not because of the
system within which they work. What we are trying to do now is
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to make sure that the system facilitates their making these good
judgments and making good acquisition decisions rather than them

aving to fight the system in order to acquire those best-value
weapon systems. .

We want to rely on commercial products and technology. Why?
Because we cannot support an industrial base any longer that is
defense unique. It is a simple matter of dollars. We have mergers
and acquisitions going on every day in the defense industry. Many
companies are going out of business. We are not supporting the re-
search and development efforts that we have in the past as a result
of our budget reductions, it is very difficult for us to maintain a de-
fense-unique industrial base.

It helps us if we can leverage off of what the commercial sector
is doing, and so that is one of our major goals—to establish and
maintain a united national industrial base that we can rely on for
DOD-unique goods and services, but most of all, to acquire com-
mercial products to the maximum extent possible.

We also want to rely on suppliers who are using state-of-the-art
technology. DOD used to, because of the money we spent, lead the
world in the technology-related area. Now that technology is in the
commercial sector. The basic components of every one of our major
systems are primarily electronics, computer systems and software,
and all of those areas are predominantly led by the commercial sec-
tor.

One of our problems is that because of many government-unique
rules, regulations, and policies that we have placed on the system,
many commercial companies refuse to do business with us. We no
longer have the leverage in the marketplace that we used to in
order to entice these companies. We are such a small percentage
of their marketplace, even though we are perhaps the largest cor-
poration in the world in terms of buying power. In most cases we
re;l)resent only 1 to 2 percent of any major commercial company’s
sales.

Therefore, they are unwilling to change the way they do business
just to sell to the U.S. Government. They would rather not bother
in most cases. Or they will find another way to get around the sys-
tem such as supplying the products through another contractor so
that the provisions do not apply to them.

We also are working at making sure that we have less adversar-
ial relationships with our contractors. We believe in the use of inte-
grated process teams, integrated product and process development
teams, and we are working to institute this process for all DOD
major systems.

Another initiative that we are focusing on is to establish and
maintain the most timely, flexible, responsive and efficient system,
where individuals or teams are accountable for an entire process
and can change the process where necessary. One of the comments
that we most frequently receive from individuals when we go out
in the field is “I suggested this change 2 or 3 years ago, it went
nowhere, why bother.” We want to make sure that people control
the process themselves, that we have empowered these individuals
to use the judgment and expertise that they have, given the train-
ing that they %::ve received, to establish the timely, flexible, and
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responsive system that will allow us to get products we need to our
war fighters to fight whatever mission may come up.

We are dealing with uncertain and unpredictable times right
now. We have to do a number of things to achieve this goal. One
of them was accomplished last year in the Federal Acquisition
Streamlining Act, and that is an increase in the simplified acquisi-
tion threshold from $25,000 to the current $50,000. And as soon as
we can get our electronic commerce system up and running, we will
be able to increase that threshold to $100,000.

Our purchases in DOD under $100,000 account for 99 percent of
our contract actions, and yet it is only 16 percent of our dollars.
We spend the majority of our time working on small purchases that
take an inordinate amount of time. If we use simplified procedures,
we can typically get a product or service within 29 days. If we use
just the normal invitation for bids, just give me a price, it takes
us approximately 90 days. That goes up to 210 days if we have to
do any negotiation or we want to make a best value tradeoff. For
a complex services type contract, our lead time is approximately
300 days.

How can any system be responsive to its customers’ needs with
lead times like that? It also means that we are not acquiring the
latest state-of-the-art technology, and that is something that is
very critical to us. When we went into Desert Shield and Desert
Storm, we found that people were able to do a lot of innovative
things if they were just given some freedom to do that.

Lead times are significant in that it causes us to keep inventory
in stock, something that this committee has been very aggressive
about challenging the department on. If we can ut;—f,i'ze some of
these new procedures, we will be able to concentrate the majority
of our time on that 84 percent of our dollars that accounts for 1
percent of our contract actions.

We also have been very involved in working with the administra-
tion and workinﬁ the regulatory process in the implementation of
several issues that are major impediments to the acquisition of
commercial products. Primary among them is the Truth in Negotia-
tions Act, the requirement for cost through pricing data. That is a
very significant issue for many commercial companies because they
do not have accounting systems that keep costs in a way that
would allow them to provide cost and pricing data to the govern-
ment.

If we cannot get around the requirement, in many cases the com-
panies have refused to supply to us or we have had to purchase
through other vendors. You may remember the President’s example
of the transceiver that was utilized in Desert Storm, where we
were we spent almost 6 months trying to figure out how to buy
from the contractor because they coulg not provide the cost and
pricing data that was required, and we finally had the Japanese
Government purchase those particular items from a United States
company for us.

As I mentioned earlier, we have been using process action teams
in the Department of Defense for a lot of initiatives. We have had
five process action teams. These are teams of individuals from the
field. They are the experts on the “front lines” who day to day are
working these processes. We have asked them to come n for a min-
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imum of 3 months, some 4 and 5 months. They have been doing
their own jobs back in their offices as well because there are no re-
placements for them, as well as working these process action
teams.

I cannot tell you how dedicated these individuals are. I can tell
%ou that at least in two instances people had to be removed by am-

ulance for exhaustion and taken to the hospital. That is how
much they want acquisition reform. That is what they are willing
to do to make sure that we understand and appreciate what they
need out there in the field because they are committed to doing
their job, and they know that right now they do not have the tools
to do that. They know what they are. They know what changes are
necessary.

As I mentioned, we have had five of these teams. The first was
on electronic commerce and electronic data interchange [EC/EDI].
We then had one on military specifications which resulted in the
Secretary of Defense mandating that there will be no use of mili-
tary specifications unless no other alternative exists, and setting a
very high approval level in order to use one even if that determina-
tion is made.

We have had two process action teams complete their work in
the last couple of weeks, one on contract administration and one
on the procurement process. They have been looking at streamlin-
ing our internal processes by making sure that any oversight and
review is value added, that the people who participate in that proc-
ess are contributors, not inspectors or critiquers, and we have had
one final process action team and that is on oversight and review
of our major systems acquisition process. And we are now working
out the final recommendations in that area.

One of our final goals is to better balance what is the primary
mission of the acquisition process, and that is to meet our war
fighters’ needs, our customers needs in the case of the other depart-
ments, and to do that while still complying with the socioeconomic
requirements that we have established as a Nation; that the de-
partment and the administration are very much in support of, sup-
port of small business goals, and support of many of the other so-
cioeconomic provisions, but doing it in a way that makes the most
sense, where we get the best return on our investment.

We got much relief from FASA last year in increasing the thresh-
old for which these laws would apply, but, in addition, there were
several that were retained with respect to commercial companies
that we would like to see some relief on and believe that the cost
of compliance with these rules and regulations far outweighs any
benefit that we can gain. We would like the opportunity to prove
to Congress that we can do a much better job of attaining these
goals if we can do it and concentrate on it when we are talking
about the bigger dollar procurements where we are not buying
from commercial companies.

Finally, we are going to have to define some performance-related
measures of success. Our system right now judges success in terms
of compliance with regulations. If you met the rules and regula-
tions, you have done a good job. That is not what we want to see
in our future acquisition system. We want to see individuals who
are committed to performing successfully, and in doing so, we want
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to try and provide as much guidance as we can to them but also
allow them some leeway to make the decisions and judgments that
they should.

I, too, have a couple of examples, just to bring home some points
that I mentioned here. One is on electronic commerce, and the
other on the Joint Advance Strike Technology Program Office
[JAST PMO]. The JAST PMO used a simplified solicitation process,
all electronic, and asked that bids be submitted electronically as
well, for a major systems procurement. By doing that, they received
two solicitations that required less than 4 months each from initi-
ation to contract award, a savings of typically 47 weeks in acquisi-
tion lead time compared to our traditional process.

In addition, over 2,000 work sheets were generated during each
evaluation of over 300 proposals. The electronic tools that were
used permitted one person to administer the entire evaluation and
provide immediate documentation following a determination. This
equates to a savings of about three full time administrators and 2
months of document preparation for each procurement.

In terms of MILSPECs, we have had a number of successes that
the services have initiated on their own in many cases. One is the
Army’s new training helicopter, where the training helicopter solic-
itation did not require the offeror to comply with any military spec-
ifications whatsoever. The first helicopter was delivered ahead of
schedule, only 8 months after contract award, by purchasing a com-
mercial helicopter modified for government use. The result is that
training is more effective; that we have leading-edge technology
right now in place; and we have generated a savings of approxi-
mately $20 million per year in operational and support costs alone
by getting rid of our previous helicopters, which were so old it was
costing us a fortune to keep them going.

In addition, we have an individual, Vaughn Martin, out at San
Antonio Air Logistics Center at Kelly Air Force Base, who, on his
own, has transferred over 200 military specifications to commercial
standards and enabled us to purchase 200 commercial items of test
equipment. In just one case alone, using the commercial item de-
scription allowed us to procure 500 spectrum analyzers that were
listed for $60,000 apiece. And that is what—we have been purchas-
ing them for only $14,000 each, a savings of $23 million. These are
not peanuts that we are talking about here.

Finally, in terms of acquisition lead time, I would like to just
give you two examples. The Defense Industrial Supply Center initi-
ated something called Bulk Metals Initiative. Under that program
they have dropped their average lead time from 99 days to less
than 23. Under the defense Construction Supply Center’s Wood
Products Initiative, their lead time dropped from 72 days, on aver-
age, to a siandard 10 to 30 days, depending on the size of the
order, with 1-day delivery available.

These are some examples of what people have been doing on
their own. I would be remiss if I did not say and emphasize that
this is a team effort. My office is there in the department, estab-
lished by the Secretary of Defense, to facilitate and coordinate the
efforts of our services and defense agencies. We also have been
working very hard with the administration, with OFPP—and the
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other civilian agencies to make sure that we are all on the same
baseline and that we are all working toward the same ends.

Many of the problems I have mentioned today with respect to
DOD also affect the other Federal Government agencies. We are
perhaps feeling the pinch much more in Defense because of the
dramatic decline in our budget. But, clearly, it is a team effort. We
are working together. And a big part of that team is you, the Mem-
bers of Congress. In the Defense Department particularly we ap-
preciate the support and response we have gotten from Members
in assisting us in trying to improve our acquisition process. Thank
you.

Mrs. MORELLA [presiding]l. Thank you verﬁ' much for that very
thorough testimony and the plans that you have for continuing. I
appreciate hearing from both of you and I know the committee
does, too.

[The prepared statement of Mrs. Preston follows:]

PREPARED STATEMENT OF COLLEEN PRESTON, DEPUTY UNDER SECRETARY OF
DEFENSE, ACQUISITION REFORM

We live in changing times. Never has this statement been more appropriate than
it is today. Why? Because despite having built the best weapon systems in the
world, (thanks to the ability and dedication of the people in DoD and industry who
were able to achieve this success not because of the system, but in spite of it), the
foundation upon which our national security strategy has been built is being shaken
to the core. Our world has changed dramatically—so much so that we are no longer
amazed at changes that would have been unthinkable even five years ago.

DoD, as an enterprise, must respond to these changes in every facet of how it ac-
complishes its mission—and the acquisition system is no exception.

I appreciate the opportunity to be here today to explain why the continuous im-
provement of the acquisition process that has been occurring within DoD on an on-
going basis is no longer sufficient; why we must now totally reengineer the system;
why we must be even bolder in our efforts to facilitate the merger of the defense
and commercial industrial bases, improve the responsiveness of our acquisition sys-
tem, and reduce its cost. I also appreciate the opportunity to explain some of our
accomplishments to date and a number of our on-going acquisition reform efforts.

Why It Is Imperative to Reengineer the Acquisition Process

Why is it imperative to reengineer the acquisition process now? Because the ac-

?uisit.ion process must be able to respond to the external changes in the world. DoD
aces new national security challenges, a drastically reduced budget, reduced influ-

ence in the marketplace, and technology that is changing faster than the system can
respond—and that technology is available to the entire world. We must design an
a}(l:quisition system that can get out in front of these changes instead of reacting to
them.

o First of all—the new security challenges. You all are very aware of the fact that
we face a situation of mostly regional or limited conflicts that are often unpredict-
able in nature. We must be concerned about proliferation of weapons of mass de-
struction—both nuclear and non-nuclear. We must be concerned about the possible
failure of democratic reforms in the former Soviet Union. And, we are increasingly
called upon to support new missions—humanitarian in nature, and dwarfing pre-
vious Cold War efforts such as the Berlin airlift.

o Yet, this is the 10th year of a declining defense budget. Our overall budget has
been reduced 40%, but our procurement accounts have been reduced over 65%, and
as we downsize, we take our most modern equipment and give that to a smaller
number of troops. That has a cascading effect, so that by the time we’re done, we've
essentially eliminated old inventory and modernized our remaining forces at the
same time. We are at the point now, however, where we have to spend the capital
to start investing in modernization if we are to maintain our technological superi-
ority.

¢ Improvements in technology now predominantly occur in the commercial sec-
tor—at a pace our acquisition system cannot keep up with, If we are to have access
to this advanced technology, we must be able to buy from commercial suppliers, who
are more often than not, unwilling to change their business practices to comply with
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government unique requirements for actions or activities. We're just not a big
enough market to make it worth their while.

e Even if we can figure out a way to purchase such products, the length of our
acquisition process is such that the technology is often outdated by the time we ac-
quire it. It’s no surprise to any of you, I'm sure, that our acquisition process simply
is not designed to allow us to acquire products at the pace at which technology is
changing. For example, information systems technology turns over on an average of
18 months, yet, not using small purchase procedures, but a simple Invitation for
Bids, takes us an average of 90 drt;ys. A negotiated procurement, takes an average
of 210 days, and a complex services contract to support one of our program manage-
ment offices takes an average of 300 days. We can't even get on contract before tech-
nology is obsolete.

¢ In addition, we must remember that our national security strategy is founded
on the precept that we will maintain technological superiority rather than numeri-
cal superiority. We’ve been able to do that in the past because we have been the
leader in technology. The fact of the matter is, however, with our reductions in de-
fense spending and other world changes, the majority of technoloFical development
is happening in the commercial sector. And it is increasingly available to the entire
world. The building blocks that make up our major weapons systems are primarily
electronic in nature, and that electronic capability is too easily spread around the
world. Our past strategy of being able to keep technology a secret, and therefore
have this advantage over our opponents, is no longer a viable strategy. The key to
winning the technology war today is to be the first to integrate. The first to be able
to integrate the technology that is already out there is the one who will maintain
the superior force.

Because the nature of this situation is so unpredictable now, the acquisition sys-
tem must be even more flexible and agile than it was in the past. Because of the
decline in the budget, affordability rather than performance of systems becomes
paramount when making those critical tradeoffs between cost, schedule, perform-
ance and reliability. Because DoD cannot maintain the infrastructure that we have
had in the past—the “tooth to nail” ratio that you hear about all the time—we can
no longer support a defense-unique industrial base, We are going to have to rely
on commercial and dual-use suppliers who can meet DoD’s needs.

Unique Demands Placed on Contractors Who Sell to the U.S. Government

In addition, over the years many laudable restrictions and requirements have
been added to the acquisition process to ensure it is fair, prevent fraud waste and
abuse, to standardize treatment of contractors, to ensure that the government re-
ceives a fair and reasonable price when buying products that are not competitively
available, to check the government’s demands upon its suppliers, and to further so-
cioeconomic objectives. The problem is that all of these demands, while valid goals
of our acquisition process, encrusted upon each other have become a reef that sur-
rounds the Pentagon, and most of our federal government—almost challenging sup-
pliers to find a way to penetrate the reef without risking everything. That reef poses
a ;;‘articular barrier to the acquisition of commercial products and state-of-the-art
technology, and increases our costs.

Industrial Era Bureaucracy in an Information Age

In addition, our internal DoD acquisition systems and acquisition organizations
evolved over time. But they have not been able to keep up with changes in the world
around us. They are designed to respond to a different time and purpose. Essen-
tially, what we have is an industrial-era bureaucracy that was created and was re-
sponsive to the needs we had in the past—a very hierarchical structure, with mini-
mal cross-training requirements because we set out to make people experts in cer-
tain areas. We are now learning that when competition is based on time, not effi-
ciencies of scale, that we can no longer keep that type of management structure—
we have to break down the walls. We have to, for example, use integrated cross-
functional teams, because the hand-offs that occur between functional experts inher-
ently cause errors and waste time. Time we can no longer afford.

System is Risk Averse

Probably the biggest problem we face, however, is that the system now has few,
if any, incentives for acquisition personnel to be innovative or to take reasonable
risks. If I had to identi?;rl any one critical problem that we must solve as we go
through the process of acquisition reform, it 1s the lack of ability to reward and pro-
vide incentives for people to make judgments and to take reasonable risks—because
our risk-averse system right now is killing us.

The price we are paying to make sure that our system is perfect, and to promote
social goals in every one of our contracts, is too high. No, we do not want to abandon
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these goals. We cannot abandon those goals because they are valid goals of the fed-
eral procurement process that we as a nation are committed to supporting. But
what we must do is better balance the costs of achieving those goals with the
achievements that we gain from pursuing them through most procurement efforts.
And above all, we cannot lose sight of the fact that the acquisition system is not
an g:d in itself—that it was created to serve a purpose: to meet the warfighter's
needs.
Acquisition System Vision
What are we doing to try to change this process? First of all, we've set out as our
vision for the DoD acquisition system that:
“The primary mission of the acquisition system is to meet warfighter needs,
and that we must never forget that meeting the customer’s needs is paramount.
We will be the world’s smartest buyer, continuously reinventing the acquisition
Erocess while taking maximum advantage of emerging technologies that enable
usiness process reengineering. We wil srocure best value goods and services
bf' buying from world class supTliers, predominantly in the commercial market-
place, and by using commercial practices. We will deliver efficiently and on a
timely basis by reinventing the acquisition system to make DoD a world class
customer. And, because we are buying on behalf of the U.S. taxpayer, we will
do so by using strategies and methods that are fair, open, efficient timely, pro-
tect the public trust, are supportive of the nation’s socio-economic policies, that
foster the development of an integrated National industrial and technology base
composed of globally competitive U.S. suppliers, by balancing the risk of abuse
o{ ‘the process and the sociceconomic gains to be achieved, with the cost of com-
pliance.”

Execution

How are we, and will we, execute this vision? First of all, the Secretary of Defense
established my office—the Office of the Under Secretary of Defense for Acquisition
Reform, to be a focal point and a catalyst for the development of a coherent and

ractical step-by-stedp plan to reengineer the acquisition process while focusing on
implementation and institutionalization of the reforms. %lly office has been kept
small on purpose—so that we are forced to rely on Process Action Teams of individ-
uals from the field—experts who know what it is to buy on a day-to-day basis, and
know what it's going to take to make the system r’}ght.

We have successlully utilized Process Action Teams to develop implementation
plans to change the acquisition process on five very difficult issues. People have
come together from all over the country. They have worked through the process of
team building and spent 3, 4, sometimes 5 months together trying to work out rec-
ommendations and implementation plans, and they've done it in a way that will
identify metrics of success so that we have measurable goals and ways to achieve
them. They have identified the road map to get us there, as well as the disincentives
in the existing process that are inhibitors to making change.

I am advisecr by a Senior Acquisition Reform Steering Group, made up of rep-
resentatives of various affected offices in OSD, the Services, Defense agencies, the
IG, and DCAA—all of whom are essential to the process of acquisition reform. These
are the “stakeholders,” and everyone of us must work together to implement these
reforms and achieve these goals.

Acquisition Reform Actions

Actions we have already instituted recommendations of a Process Action Team on
ifeciﬁcations and standards reform. On June 29, 1994, Secretary Perry directed

oD to use performance specifications beginning December 26, 1994. If a perform-
ance specification cannot meet the user’s needs, then a2 nongovernmental standard
may be used. If a nongovernmental standard will not ensure that you can meet your
user’s need, then you may use a MILSPEC, but only after you have received a waiv-
er from the milestone decision authority. So, depending on what ACAT level pro-
gram it is, you're going to go up to the MDA at that %evel. The only things that
are excludeg from the waiver process, even though the underlying philosophy ap-
plies, are basically spares and repairables. And we’re looking at ways to address
those issues as well, so that we affect many of our current systems.

In terms of improving how we buy, one of our major focuses has been the adoption
of commercial practices to acquire not only commercial items, but military-unique
items. We approved regulatory waivers for the JPATS program, the JDAM program,
some DPSC procurements, commercial derivative engines, commercial derivative
aircraft, and a few Army lead programs. We've got realf;r two types of programs that
we're working: that is we’re working “pilot” programs, which we have used to refer
to those programs that need not only regulatory waivers, but also statutory waivers
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if we are to buy using commercial practices; and then what we call “lead” pro-
grams—those wKich require really only regulatory waivers and don’t require any
statutory changes.

The Federal Acquisition Streamlining Act of 1994 granted the statutory waivers,
but it wasn’t as early as we had hoped, and many of the programs had already gone
to contract award. They're now going through the process of trying to see what
changes can be made in the programs to streamline them further and to allow the
contractor and the government to save some money by utilizing commercial suppli-
ers to a greater extent.

Another of our goals has been to improve the Service and OSD milestone decision
making and information collection processes for major systems—or in short-hand,
the Defense Acquisition Board process—the oversight and review process that every
8m5ram manager has to go through in order to get his program approved at the

SD level, or for that matter, the Service level.

We commissioned a Process Action Team that made a number of far reaching and
very provocative recommendations in terms of changing the existing way in which
we review programs. Its report is now being coordinated throughout DoD. We have
just finished assimilating the comments of the Steering Group. My office will make
a recommendation on them, along with the Acquisition Reform Senior Steering
Group, and we expect those recommendations to go up to Secretary Kaminski in the
next few weeks. We will then meet with Dr. Kaminski and the Service Acquisition
Executives in what will probably be about a 2- to 3-hour meeting to see if we can
resolve some of the outstanding issues and concerns about some of these rec-
ommendations, and determine which ones can be implemented immediately.

We are trying to adopt internal best practices of world-class customers and
suppliers/ and the way we identify the best mechanism to reach that goal is to pur-
sue legislative change. In the Federal Acquisition Streamlining Act, we received |
would say 95 percent of what we needed to be able to make all of the changes nec-
essary so that DoD can, in fact, become a world-class customer and supplier. We
focused in that statute on two primary objectives:

(1) Increasing the small purchase threshold to $100 thousand so that we
could use simplified procedures for 99 percent of our contract actions, which by
the way account for only 16 percent olpgur dollars, freeing up our well trained
contracting officers and senior buyers to work on that 1 percent of our contracts
that encompass 84 percent of our dollars. The savings there, as you can imag-
ine, are phenomenal. And we are pursuing that—we did get relief. It is tied to
the implementation of a Federal &mputer network. Suflice it to say, we were
very happy with the statutory changes.

(2) The second objective in crafting FASTA as focused on removing govern-
ment-unique laws and regulations from the acquisition of commercial products,
and that includes our “pilot” programs, which have been deemed commercial
products for purposes ofp the statute. Now we’re looking at further changes as
a result of otger Process Action Teams. The procurement Process Action Team,
which has been working for the last 3%z months, recently reported to the Acqui-
sition Reform Senior Steering Group on the items in disagreement—the rec-
ommendations that various services, etc., had reclaimed on and had objected to.
They have worked out all of the issues, and after briefing Dr. Kaminski received
his endorsement on their recommendations. We also have a Contract Adminis-
tration Team whose recommendations have just now been briefed to Dr.
Kaminski.

In the Contract Administration arena, 1 think it’s easy to encapsulate exactly
what we’re trying to do here by just sayin%that we need to move {rom inspection
to process control. We need to be out of the business of inspecting products and con-
tractors, period. We've taken a lot of actions already this year to enhance that proc-
ess. One of the things we've found i8 we just completed a study—the first empirical
study or verifiable study—of what it costs to do business with the government look-
ing at firms who do botﬂ commercial business and government business. That study
was conducted for us by Coopers and Lybrand and The Analytical Sciences Corpora-
tion. They concluded tgmu an activity-based cost accounting assessment that 18
percent was the price differential we were paying—non-value-added cost at the
prime contractor level. The difference between what the commercial sector was pay-
ing for essentially the same product. The reasons for that: No. 1 on the list is M?LQ
9858a, our quality assurance standard. Why? Because the requirements imposed by
:.i}}ig document are different from anything the contractor utilizes in his commercial

ivision.

No. 2 was the Truth in Negotiations Act, because it requires contractors to main-
tain accounting data based on cost for every product. Commercial companies do not
track their costs on a product-by-product basis; therefore, all of the costs of creating
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that accounting system are added costs. Now, knowing what it costs the contractor
to build the product is helpful when we’re negotiating in a sole-source environment,
but it doesn’t guarantee that we’re getting a fair and reasonable price, because that
contractor could be totally ineflicient. at we are trying to do with the changes
as a result of FASTA, and we have these out on the street right now for public com-
ment, are changes to the regulations and the Truth in Negotiation Act, to establish
that what is critical is a determination of price reasonableness. And contracting offi-
cers should' Eo through a step-by-step process of trying to determine price reason-
ableness without requesting cost and pricing data. That is the last alternative that
we want pursued because that is the most costly to the government, to industry,
and is one of the biggest inhibitors to companies selling to the U.S. Government.

Another thing that we're doing is expanding the use of integrated decision or inte-

ated product and process development teams; and we're looking at this not only

rom the standpoint of a program management office or a program structure, bit
also in terms of the DAB oversight and review process. OSD staff members, who
typically, in the past, have been the ones that t]ge program manager confronted 6
months prior to the DAB, are now involved in the process up front. They are a part
of the team with the program manager and are sitting in on all the Service Reviews,
etc. We've just started tﬁ:t, but I think it's probably one of the most positive steps
that has been taken. It doesn't preclude that staff individual from giving the Under
Secretary of Defense (Acquisition and Tec